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THE WORKING 


OF THE 


BILL OF EXCHANGE 


INTERNATIONAL TRADE AND THE WAY 
IT IS LIQUIDATED BY MEANS OF 
BILLS OF EXCHANGE 


THE lack of a knowledge of Economics is fre- 
quently one of the causes of industrial unrest. 
Were more attention paid to the theory of the 
delicate internal mechanisms of trade, by em- 
ployers as well as working people, many a dispute 
would be avoided. A wider study of Economics 
will help working people to obtain a more accurate 
view of their own interests, as it will place them 
at the standpoint of the employer, and cnable 
them to see both sides of a commercial position. 
The understanding of Economics will assist work- 
ing people to know what really happens to the 
product of their labour, and will disclose to them 
the difficulties of the employer in his efforts to 
turn labour into money. Goods have to be sold 
after they have been produced, and goods do not 
sell themselves. Bills of exchange help to sell 
them. A knowledge of Economics will also assist 
working people and their employers to realize more 
easily the difference between the money value of 
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wages and the real or purchasing value. This most 
important difference is one of the dominating 
questions of the present day. 

Overseas and International trade is of profound 
interest to us. Bills of exchange, operating as part 
of the internal mechanism in that type of trade, 
constitute its very life blood. The circulating 
stream of bills of exchange flowing through Over- 
seas or International trade is, to such trade, of 
the same importance as the circulation of the 
blood is to the working of our bodies. 

Overseas or International trade reduced to its 
basic state is always barter, sometimes pure barter, 
sometimes barter in a disguised form. Goods are 
sent abroad and other goods are received back in 
payment. Directly or indirectly, imports pay for 
exports. During 1928 we sent abroad goods and 
bullion amounting in value to £895 millions, and 
we received back during the same period goods 
and bullion to the value of £1,254 millions. There 
was thus, in 1928, an excess of imports over exports 
amounting in value of £359 millions. This excess 
was paid off by our invisible exports, valued at 
£508 millions, leaving us with a favourable over- 
seas [trade] balance of £149 millions (see p. 41). 

The Overseas Trade Balance, as it is called 
colloquially (see p. 39), is examined and explained 
at a later stage. At this point it is only necessary 
to say that in our case the invisible exports are 
accounted for by the sums due to us for having 
carried goods in our ships, by bankers’ and brokers’ 
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and other charges, by insurance premiums less 
claims paid, and by interest or dividends we 
receive on our holdings of oversea investments. 


Corns INSTEAD OF BARTER 


To avoid the trouble of exchanging goods 
against goods—in other words crude barter— 
coins were invented ages ago. But merchants at 
a much later date invented a system of payment 
by which they avoided the use of actual coin or 
metallic money. By that system of payment, 
merchants receive payments for the goods sold to 
customers abroad without bringing back across 
the sea metallic money to put in the bank and 
pay out again for raw material and wages and 
other expenditures. That is why we use paper 
bills of exchange, and why these bills of exchange 
perform the same functions as metallic money, 
and much more conveniently to us all. 


HISTORICAL 


In times earlier than the present a trader 
adventuring a cargo of merchandise abroad to a 
distant country, would, as a rule, empower the 
master of the ship, or other persons in whose 
charge the cargo was placed, to sell it for the best 
price obtainable, and, with the proceeds of such 
sale, to purchase a fresh cargo of commodities 
that could be sold at a profit by the trader after 
the return of the ship. The result of the realiza- 
tion of the cargo thus brought back would be 
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payment for the goods originally exported. That 
set of operations explains in a brief manner the 
root of everything connected with international 
export and import trade. 

Sometimes, having sold the goods in the distant 
country, it was impossible for the shipmaster to 
utilize the price obtained for them in purchasing 
commodities to bring home to the trader. The 
commodities available might not be suitable to 
him, or there might be other circumstances pre- 
venting the purchase. In that case there was 
nothing left for it but that he must bring back 
money, either metallic or represented in other 
form. To return with the price of his cargo in 
metallic money was the last thing he desired. 
What he particularly desired was to bring back 
to the trader a shipful of saleable goods. Above 
all, he fought shy of returning with the price of 
his cargo in the form of metallic money, for many 
good business reasons. It was liable to theft in 
transit, it was cumbersome to move, it might be 
lost at sea by shipwreck. So it had to be guarded, 
packed, and insured, any of which operations was 
costly. When metallic money was safely delivered 
to the trader he could not resell it, as he could 
probably have done with saleable merchandise, for 
any appreciable profit. Further, while metallic 
money was in transit—and locomotion was slow 
in those days—the trading community as a whole 
was deprived of the opportunity of using it by 
employing it for buying or lending out at interest. 
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INVENTION OF THE BILL OF EXCHANGE 


Clearly, therefore, if money must be shipped at 
all, it was to the advantage of both the ship- 
master’s employer and of the buyers of the 
merchandise to hit upon a substitute for metallic 
money. Thus it came about that the present widely 
employed and useful method of payment between 
exporting and importing traders was devised. 
Documents of paper and parchment were invented. 
They took the place of metallic coin, and did away 
with the necessity for handling and moving pay- 
ment in metal in relation to trading operations 
conducted between merchants situated at a dis- 
tance from one another. These ingenious docu- 
ments were invented by merchants in Northern 
Italy. Records, indeed, exist proving their use as 
long ago as the fourteenth century, yet the forms 
then employed were almost identical with those 
now current in the City of London. The name, 
Bills of Exchange,” by which the documents are 
known is as old as their form. Bills of exchange, 
although often resembling bank-notes in their 
outward form and effect, are not bank-notes. 
They are actually quite different from bank-notes 
in more ways than one, but that point need not 
be gone into here. Bills of exchange are payable 
at sight, on demand, or at a future fixed date. 
Bills of exchange constitute the machinery or 
vehicle of payment in respect of the bulk of 
export trade. Their forms may vary, as will be 


12 THE WORKING OF THE BILL OF EXCHANGE 


seen herein from the different examples given, but 
never their fundamental effect. By means of a 
bill of exchange Smith acknowledges indebtedness 
in a certain sum to Brown. Smith may purport 
to do so at the request of a third party, Jones. 


oe tea NL NA NS A SLR 





eee 


£100. Roritich. Sth April, 19—. 


Six months afger ate na to me or my 
order the surs, af one lgundred pounds 
for value rece eds 


Willia 


John Brown. 
To Mr. Wm. Shitk D 
Sydney, 8 & § 
New Sough VRales. 
Norwich. Bath, April, 4 9—., £100. 


Six months after ‘ate pay to the order 
of John Brows ti sum ‘pf one hundred 
pounds for vale tgceiveds 
harles Jones. 
Mr. Wm. smith, a > é 
Sydney, $ a a 
New South Vales. 





But, be that as it may, Brown, in becoming the 
holder of the bill, acquires a right to receive the 
amount of the indebtedness. That right he can 
transfer to another by merely signing his name on 
the back of the document. To describe the instru- 
ment in greater detail, a bill of exchange is a 


THE WORKING OF THE BILL OF EXCHANGE 13 


request to pay a defined sum, addressed by one 
person, called the drawer, to another, called the 
drawee. Should the drawee agree to “honour” 
the request, he signs the bill. This is called 
accepting the bill, and, having done so, the drawee 
is called the acceptor. 

The bill is for a specified sum to be paid at a 
specified date, unconditionally. It can be made 
payable to the drawer or to some person specified 
by him in the bill itself. The person to whom the 
bill is made payable is called, as such, the payee. 
The bill so accepted constitutes an obligation upon 
the acceptor to pay the amount therein specified 
at the date therein named. In the interval the 
payee can transfer it and convey therewith the 
right it confers, i.e. the right to receive the sum 
therein named—by signing it on the back, called 
endorsing. The person to whom it is thus trans- 
ferred is called the endorsee, and he can, by a 
similar process, transfer to another person, and 
that other person to another, and so on. 

This is the legal interpretation of the term 
Bill of Exchange ”— 


“A bill of exchange is an unconditional order 
in writing addressed by one person to another, 
signed by the person giving it, requiring the 
person to whom it is addressed to pay on 
demand or at a fixed or determinable future 
time a sum certain in money to or to the order 
of a specified person or to bearer.”’ 


14 THE WORKING OF THE BILL OF EXCHANGE 


THe Brut oF EXCHANGE IN PRACTICE 


Perhaps it may be permitted, for the sake of 
clearness, to go over once more some of the 
ground previously covered. It is impossible to be 
too explicit as to the fundamental processes of 
trade. 

When a transaction takes place by means of 
which the property in goods changes hands, the 
party acquiring the goods incurs a debt which he 
can, whether he lives next door, or is separated 
from the seller by a thousand miles of ocean, 
discharge in a variety of ways. He can pay with 
metallic money or bullion or with paper notes 
(which may or may not represent metallic money 
or bullion to be obtained by the holder on presenta- 
tion of such paper notes) against delivery of the 
goods, just, indeed, as he would pay for a railway 
ticket. Or, if the person of whom he bought the 
goods knows, or thinks, him to be an honest man, 
he may be allowed to pay with such coin or notes at 
an agreed future period after delivery. Or, if he 
has goods to sell which his creditor desires he can 
deliver such goods to his creditor in part or whole 
discharge of his debt, and so liquidate the whole 
or part of his indebtedness by a book entry of 
values expressed in terms of money, which was 
the form of payment desired by the shipmaster 
and referred to at the beginning of this explanation. 

If, however, an exact balance be. not struck by 
such a contra account in the trading, the balance 
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must be discharged in some other way. Let us 
suppose that a person, Mr. X, in a distant country, 
has to discharge in the country of his creditor the 
balance of a debt, without delay. He avoids using 
metallic money or bullion, owing to the expense, if 
he is able to obtain a vehicle of remittance in 
proper form at a suitable cost. If unable to do so 
he sends coin or bullion, and pays insurance and 
freight charges in respect of it. Let us assume that 
he sends—which, indeed, is usually the case— 
either a cheque or a bill of exchange payable at 
sight. Mr. X buys such cheque or bill of exchange 
from a person having funds actually standing to 
that person’s credit, or a debt due or maturing, in 
the country or city of Mr. X’s creditor. For the 
purposes of this explanation the cheques or bills 
of exchange are identical in operation, but as a 
matter of business experience the bill of exchange, 
representing as it does a debt due or maturing, is 
more usually available than a cheque actually 
representing funds standing to credit. 

It may be asked why bank-notes are not men- 
tioned in this explanation? The answer is that 
there is no commercial objection to their use, but 
that the requisite bank-notes are not commonly 
available. What are the requisite bank-notes if a 
debtor in Country A has to pay a creditor in 
Country B? They are bank-notes payable in 
Country B, which a debtor in Country A can pur- 
chase in Country A. But the traders or bankers 
in Country A do not, as a rule, keep to any 
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considerable extent the notes payable by banks 
in Country B. Consequently, to the debtor in 
Country A bank-notes payable in Country B are 
in practice not available. Again, where immediate 
payment is in question the creditor may be satis- 
fied if the debtor gives him a cheque or bill of 
exchange payable in the debtor’s country. It is 
easy to see that the creditor can realize the amount 
of the document by selling it to others who find it 
a convenient means of making payments which 
such others may require to make in the country 
of the debtor in question. But suppose that the 
foreign debtor is not required to pay immediately, 
but at a future date. The creditor then gets him 
to sign an instrument acknowledging the in- 
debtedness and promising to discharge it on a 
stated date in the future. Here we have the 
substance of the bills of exchange in general use 
in all civilized countries in connection with trans- 
actions involving credit granted by a seller to a 
buyer. 
EXAMPLES OF BILLS 

A concrete example may now be taken. A 
London firm exports goods to a Paris firm on 
the understanding that the Paris firm pays for 
them in sterling, and with three months’ credit 
allowed. In some cases the French firm may 
prefer to refuse to avail itself of the grant of 
credit, and may decide to pay prompt cash 
instead, taking such discount for cash in respect 
of the three months as may be agreed upon. As 
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the Paris firm has agreed to pay in sterling it will 
ordinarily arrange that sterling funds should be at 
its disposal in London by the proper date, and, as 
the transaction is to be for cash paid promptly, it 
will purchase in Paris and send to the London 
firm a sterling draft or bill of exchange payable in 
London at sight, or on demand. Or, as is more 
generally the case, the Paris firm will use a cheque 
payable in sterling on demand drawn upon a 
London bank or firm holding sterling funds at 
the disposal of the French firm, and it will send 
that cheque to the English firm. But assume 
that the French firm decides to avail itself of 
the three months’ credit, the existence of the bills 
of exchange will enable the London firm to reap 
great benefit. It would, as the expression goes, 
“draw on” the French firm at three months. 
This is a generally agreed proceeding in such 
circumstances. After the French firm has accepted 
the bill, and returned it to the London firm, the 
latter could retain it until the proper time when it 
should be paid into the London firm’s account 
with the latter’s own bankers, to be collected by 
the bankers, just as if it were an ordinary cheque, 
and the proceeds placed to the credit of the London 
firm. Or the London firm might use it, after 
endorsing it, as a means of remitting its value as 
@ payment in another direction. Or the London 
firm could discount the bill (convert it into ready 
money before date of maturity), and use the pro- 
ceeds in their business at an earlier date than that 
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upon which they had agreed that the French firm 
should pay them for the goods and which was 
stated in the bill. Let us, however, suppose that 
the London firm sell in Paris to this French firm 
goods priced and payable in francs. Then the 
London firm will draw on the French firm in 
francs and not in sterling. After the London firm 
had received back such a bill, duly accepted, they 
could use it as a form of remittance to pay a debt 
of their own in Paris, or sell it to someone British 
or non-British, desirous of paying a debt in Paris, 
the London firm guaranteeing its face value by 
endorsing it with their signature. Or the London 
firm could discount the bill; or retain it till shortly 
before maturity and then hand it to their bankers 
for sale or collection and credit. As this bill confers 
the right to receive a number of francs in Paris, a 
Montreal merchant, or a Brazilian or a Japanese 
merchant, might buy it of the London firm and 
send it to Paris, instead of metallic coin, to pay for 
Parisian goods. Thus the French receive payment 
for French exports. 

This is how the bill will run if payment is to be 
made in London in pounds sterling. 


£100. London, 24th April, 19—. 
Three months after date pay to our- 
selves or order the sum of one hundred 
pounds for value received. 
Smith & Co. 
To Messrs. Jean et Jacques, 
1, Rue X.Y.Z., Paris. 


Payable in London. 
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When the bill payable in sterling in London has 
been received by Messrs. Jean et Jacques, if every- 
thing connected with the transaction is in order, 
Messrs. Jean et Jacques define the place of pay- 
ment in London. They write across the face of the 
bill— 

“Accepted payable at the London and 
Middlesex Bank, Lothbury, London,”’ 


and sign their name. The bill is thus accepted 
and the place of payment defined. They return 
the bill completed to Messrs. Smith & Co. It is, 
when duly endorsed, then ready for presentation 
for payment on the proper date at the defined 
place of payment. 

If the bill is payable in francs it will run thus— 


Francs 12,400. London, 24th April, 19—. 


Three months after date pay to our- 
selves or order the sum of twelve thousand 
four hundred francs for value received. 


Smith & Co. 


To Messrs. Jean et Jacques, 
1, Rue X.Y.Z. 
Paris. 


In the case of the bill payable in francs, the 
French firm, when accepting the bill, if it is to 
be paid at any address other than their own, 
would also define on the face of the bill the place 
of payment in Paris or elsewhere, and would sign 
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their name as in the case of the sterling bill. 
Messrs. Smith & Co. then receive back the bill 
completed and can, after endorsing it, present it 
for payment on the proper date at the defined 
place of payment. 


USANCE 


Sometimes a bill drawn abroad and payable in 
London, or a bill drawn in London and payable 
abroad, is drawn payable “after sight,’’ and not 
“after date.” In that case, the acceptors would 
also add the date upon which they had sighted 
(seen) and accepted the bill. The reason for this 
is that in certain countries or cities the custom 
varies as to how long bills shall run, and whether 
the period to elapse before the bill is to be paid 
shall begin to run from the date upon which the 
bill has been drawn or from the date upon which 
it has been first seen by the acceptor and then 
accepted. These variations of custom are known 
as “usance.”’ 

The term “usance” is now generally employed 
as indicating the tenor or currency of the bill— 
that is to say, the number of days after date, or 
the number of days after acceptance, in accordance 
with the period for which the bill is drawn— 
e.g. ninety days after date, or ninety days after 
sight. 


NEGOTIATION AFTER ENDORSEMENT 
After the bill of exchange has been completed, 
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and provided it is considered to be signed by 
reputable people, it may pass through many hands 
until presented at due date for payment. It should 
be noted that every person whose endorsement 
appears on it is liable for its face value at maturity 
as much as the acceptor and drawer. Therefore, 
the last holder of the bill looks first to the acceptor ; 
failing him, to the last endorser, who, in his turn, 
looks to the endorser just previous to him, and so, 
finally, to the drawer of the bill, who, by drawing 
the bill, -has engaged that it shall be accepted and 
paid. Thus the drawer must compensate the 
holder or any endorser compelled to pay it on 
failure of the acceptor. This explains why, in 
commerce, bills drawn by reputable firms are 
easily negotiated or turned into ready money 
before the date upon which they are payable, 
and why they play so useful and important a 
part in international and overseas trading. 


MorE COMPLICATED EXAMPLES 


Let us now suppose a somewhat more com- 
plicated transaction than that in the previous 
example: Brown & Co., of London, export goods 
to a firm in Calcutta. The Calcutta firm has 
bought the goods in Calcutta from the representa- 
tive of the London firm—viz. Jones & Co.—at so 
many rupees a yard delivered in Calcutta, payment 
by bill at three months. The Calcutta firm and the 
London firm are well known to one another, and 
are perfectly sound firms. The London firm ships 
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the goods and draws a bill at three months run- 
ning as follows— 


Rupees 500. London, 24th April, 19—. 


Three months after date pay to the 
order of Messrs. Jones & Co. the sum of 
five hundred rupees for value received. 


Brown & Co. 


Messrs. Vandrath Pal Sen & Co., 
Calcutta. 


Brown & Co., of London, would probably 
desire to use the money, for which the goods had 
been sold, before the bill fell due for payment. 
The bill would be presented to Vandrath Pal Sen 
& Co. by Jones & Co., the representatives in 
Calcutta of Brown & Co., and Vandrath Pal 
Sen & Co. would accept the bill. Now the London 
firm would desire to turn the rupee bill into 
money and to bring home its equivalent in sterling. 
The rupee bill would therefore be sold in Calcutta 
by Jones & Co., the representatives of the London 
firm there; and then a sterling draft, at the ruling 
rate of exchange between Calcutta and London, 
could be purchased with the proceeds. The buyer 
in Calcutta of the rupee bill would collect the 
rupees from Vandrath & Co. when due; they 
would be his own property. Thus Calcutta will 
have paid for the rupees by funds in sterling, 
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which the Calcutta seller of the sterling draft will 
disburse to the English firm in London. The 
rupee bill drawn by the London firm on Van- 
drath & Co. would be made payable to the order 
of Jones & Co., the representatives in Calcutta 
of the London firm, and would have to be en- 
dorsed by Jones & Co. before it could be negotiated. 
The ultimate fate of the rupee bill does not con- 
cern Brown & Co. (who have, meantime, received 
payment, under discount, for their goods) unless 
the bill is not paid by the acceptor when due. In 
that case they become liable to the holder. But 
by means of this bill of exchange Brown & Co. 
have received payment without bringing home 
metallic coin or bullion or goods in exchange for 
the goods sent to India. 

It will be seen that a great number of these 
drafts would fall into the hands of banks and 
brokers in all civilized countries. Thus, London 
would possess a large number of bills payable, let 
us say, in Paris or Calcutta, and all other large 
financial centres, while Paris or Calcutta would 
possess bills payable in London and elsewhere. If 
the total amount of the bills drawn on Paris and 
held in London were exactly the same as the total 
amount of the bills held in Paris drawn on London 
the two amounts would balance, or to use a com- 
mon expression, cancel one another. It is always 
possible to buy from, or sell drafts to, the brokers 
and banks. In any case, in order to liquidate the 
difference or balance of the transactions between 
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the two countries it would only be necessary to 
make payment, in metallic coin or bullion from 
one to the other, of the difference between the 
two totals. As a matter of fact, in international 
trading, accounts are always open, and there is 
never a final settlement, though bullion to some 
extent is transferred, as occasion from time to 
time demands the use of metallic coin to meet 
exceptional needs; if, let us say, the balance of 
trade is advanced enough in one direction to 
render it profitable to pay freight and insurance 
on a gold shipment. 


Bruits INSTEAD oF COIN 


In reality, trade between two countries resolves 
itself into the aggregate exchange operations be- 
tween individuals in the respective countries. A 
exports to B, and B in turn exports to C, and 
C to D, and so on, perhaps through the whole of 
the letters of the alphabet. Each letter may 
represent a fresh firm in a different country. Yet, 
sooner or later, A will receive goods, or services, 
or security, or some equivalent for the goods 
exported by him in the first instance to B, and 
the work of the financial centres of the world in 
handling bills of exchange is to facilitate inter- 
national commerce without moving metallic coin. 


DIFFERENT STANDARDS OF VALUE 


If all countries used the same standard of value 
international exchange would be extremely simple. 
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Unfortunately all countries do not use the same 
standard of value. All countries are not even 
agreed as to the medium which shall be the 
standard of value. It is generally recognized that 
there is a need for a convenient medium to which 
currencies may be anchored, or linked, in order to 
prevent violent fluctuations in exchange values as 
between currency in one country and currency in 
another country. Many countries have in the past 
adopted and used gold because gold is acknow- 
ledged almost universally to be the most suitable 
medium, although its use has certain inherent de- 
fects, and has, of late years, been subjected to 
distortion and mal-application. Gold has been ex- 
pected to function under intolerable politico- 
economic conditions. The gold standard properly 
worked prevents wide movements in exchanges and 
reduces the elements of chance which obstruct 
international commercial transactions. 

In accordance with the principles of the Bank 
Act of 1844, and under the Gold Standard Act of 
1925 and the Currency and Bank Notes Act of 
1928,* the export value of a golden sovereign was 
its intrinsic value—namely, that of the gold bullion 
which it contained. It was provided that the 
Pound Sterling should have the same value as that 
of the gold bullion contained in a sovereign of full 
weight. This was because the Bank of England 
was obliged, on demand, to supply gold bullion 
in amounts of not less than 400 ounces fine gold in 


* See Appendix I, p. 43. 
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exchange for the appropriate legal tender.* In 
China, however, the medium, or standard of value, 
is at present silver, and since the ratio between 
gold and silver is not steady, but varies according 
to the market value of silver in relation to gold, 
we have another element of confusion introduced. 
Silver coins, except, perhaps, in China, Persia, and 
Abyssinia, have only nominal value. Then, again, 
the price given in one country for the money of 
another country, or, as it is called, the rate of 
exchange, is not usually the intrinsic value of the 
coin. In India a silver rupee is a token for, let 
us say, ls. 6d. in gold, though its intrinsic value is 
less than a shilling. 

In India the silver or paper rupee is worth, let 
us say, ls. 6d. in gold. But a bank in India would 
not give a rupee for ls. 6d. in gold receivable in 
London, though the bank in India might give a 
rupee for ls. 6ysd. in gold receivable in London. 
The difference of 3 sd. per rupee is the bank’s 
exchange. Obviously if this exchange is placed at 
too high a figure it would be more economical to 
ship coin or bullion than to trade with bills of 
exchange. Thus we find that in normal times the 
exchange is kept just below the figure at which 
it would be more economical to ship coin or bullion. 

The actual rates of exchange vary, and the small 


* The Gold Standard was suspended on 21st September, 1931. The 
Gold Standard (Amendment) Act of that date provided that subsec. (2) 
of Sect. 1 of the Gold Standard Act, 1925, which imposed on the Bank 
of England the obligation to sell gold at a fixed price, should cease 
to have effect unless and until His Majesty by proclamation should 
otherwise direct. 
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margin, being usually on the side of the banker, 
whether he buy or sell drafts, enables him to 
make a profit from handling bills of exchange and 
to use coin for lending at a profit. 

The margin charged by the bank, usually called 
“Exchange,” covers two distinct items— 


(1) The cost of paying money in one country 
and receiving the equivalent amount in another 
country. 

(2) Interest for the time between the date upon 
which the bill is bought by the banker in one 
country, and the date upon which the banker, or 
his agent, receives the actual amount from the 
other country. 


PAYMENT IN STERLING INSTEAD OF IN 
FOREIGN CURRENCY 


The exporter, who does business direct with 
Overseas customers, necessarily has to deal with 
overseas rates of exchange. But one of the 
methods of trade in this country is for the pro- 
ducer to sell to the merchant and to receive pay- 
ment in sterling. In that case the merchant takes 
off the producer’s hands all the trouble of collecting 
Oversea accounts, and the producer draws on the 
merchant as soon as ever the goods are delivered 
on rail, or on board, as may have been arranged. 
There is no doubt that many British producers 
for export prefer to deal through merchants in 
Britain, largely on account of the ease with which 
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the business can then be conducted, compared 
with the personal exertion and trouble to the pro- 
ducer of trading direct with oversea distributors or 
shopkeepers. But this system has its drawbacks. 
If the British producer or exporter does not get 
into close personal touch with the persons who 
supply the consumers themselves, he fails to obtain 
the goodwill and direct knowledge of the needs, 
habits, and fancies of the distributor and consumer. 

The British producer or manufacturer, there- 
fore, sends his agents to all parts of the world with 
samples of his goods. These agents, when taking 
an order, usually prefer that the buyer should 
have such an order “confirmed” to the manu- 
facturer by a shipper or commission merchant. 
This commission merchant makes himself respon- 
sible to the manufacturer for the due payment 
for the goods. For example, the buyer A in 
Melbourne orders, from the manufacturer B in 
Manchester, certain goods which are “confirmed” 
by the commission merchant C. When the goods 
are ready for shipment, B informs C, who instructs 
B to send the goods to C’s packing agent. C then 
pays B for the goods. ©, receiving goods from 
several manufacturers, has them packed and 
despatched to A in Melbourne and draws a bill 
on A for the value of the goods, plus his commis- 
sion. C discounts this bill with an Australian bank 
in London, who send it to their branch in Mel- 
bourne, and the branch collects the amount from 
A. Thus A pays for his goods in Melbourne, B 
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receives his money in Manchester from C, who in 
turn receives his money from the Australian bank 
in London, and the transaction is thereby com- 
pleted. It is, of course, to be understood that 
the commission merchant C has received the 
instructions of A in Melbourne as to what the 
goods are that he had ordered, and the authority 
to draw on him in Melbourne for the value of 
such goods. 

The following is an example of another method 
by which an exporter receives payment. It is 
sometimes adopted between British and foreign 
firms who have complete confidence in each other. 
A in Buenos Aires cables an order to B in London 
for goods to be shipped to Buenos Aires. A has 
funds or credit with a London banking-house. The 
terms between A and B are three months’ credit 
after shipment of goods. B, having dispatched 
the goods to A, at once hands to the London 
banking-house the invoice and bill of lading; and, 
at the same time, as arranged, draws on the 
banking-house a bill at three months for the 
value of the goods shipped. The banking-house 
accepts the bill, and returns it to B, who in this 
way receives payment from A. Any difference, 
error, or dispute is adjusted at leisure between 
A and B. 

If the exporter is not satisfied as to the financial 
stability of the buyer he usually protects himself, 
when drawing his drafts on the buyer, by attach- 
ing to such drafts an instruction that the shipping 
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documents in connection therewith are not to be 
handed over to the buyer except on payment of 
the relative bill. The result is that the buyer must 
pay the bill before he receives the shipping docu- 
ments entitling him to the goods. Such bills would 
be drawn “at sight,” or at a short currency, say, 
thirty days. 

A shipment of goods from Buenos Aires to 
London might be dealt with in the following 
manner— 

D in London sends an order to F in Buenos 
Aires for goods to be shipped to London. D has 
funds or credit with a London banking-house. He 
arranges for the London banking-house to advise 
its branch or agents in Buenos Aires that F can 
draw on the London banking-house for the amount 
of the shipment, provided F attaches to his bill all 
the necessary shipping documents. F in Buenos 
Aires can, therefore, provided he carries out the 
instructions sent by the London banking-house, 
draw on the London banking-house and sell his 
bill in Buenos Aires, thus obtaining payment for 
the shipment. The Buenos Aires branch or agents 
would remit the bill and documents to the London 
banking-house, and, in due course, D would be 
debited by the London banking-house with the 
amount of the bill. 


BILxts In DUPLICATE 


Bills are usually drawn in duplicate, called 
First and Second of Exchange. Both are identical, 
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except for the words “First” and “Second.”’ The 
Second of Exchange is merely drawn as a pre- 
cautionary measure in case the First of Exchange 
should go astray in the post or otherwise. Natur- 
ally the person on whom the bill is drawn would 
only pay one of the two. This is a specimen— 


Norwich. gee th July, 19—. £500. 


Thirty ing after si tspay the first of 
Exchange gond un idj to the order of 
Messrs. J. ontol ofes & &o; he sum of Five 
hundred poids sterfing. value received 
per s.s. Oceatife Sy hicheplibe to account. 


, Siero Mancroft. 
To Messrs. ah eae Clotgng Co., 


Bombays: 3% os E 


In case of § eed Se r tthe Durbar 
Bank, L ao Bombay. 


a ty ete 


DocuMENTS ATTACHED TO BILLS OF EXCHANGE 


To the first of the draft are attached a copy of 
the invoice, the bill of lading, and the policy of 
insurance. Copies of the invoice and bill of lading 
are attached to the second. Each draft and each 
copy of the bill of lading must be properly en- 
dorsed. These documents are handed to the bank, 
which advances money against them, sometimes 
the whole amount. The bank then sends the 
documents to a branch of the bank or its agent in 
the place on which they are drawn. The branch 
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presents the bill to the drawee who accepts it, 
and, if the bank’s instructions are to hand over 
the documents—i.e. the control of the goods, on 
acceptance—this is done. If, however, the in- 
structions to the branch of the bank are that 
documents are to be given up on payment, the 
drawee must pay the bill before the bill of lading 
and policy are handed to him, or he pays part 
and gets delivery of part of the goods, the bank 
holding the remainder in the warehouse. In the 
event of default, the bank sells the goods and 
recovers any balance from the exporter. To do 
this, the bank requires a letter of hypothecation. 
This is a printed form signed by the drawer of 
the bill, by which the drawer pledges to the bank 
the goods against which the bill is drawn, and 
authorizes the bank, in case of need, to sell such 
goods to recoup itself for the amount of the bill. 
Such a letter of hypothecation would be a general 
authority, and would cover transactions running 
over many years between the bank and their 
customer. 


SANCTITY OF ConTRACT, AND Goop FairH 


It will be seen how largely “credit” (belief) 
enters into all these transactions. The drawer of 
bill believes in the good faith and integrity 
(“credit”) of the acceptor and proceeds at once 
to use money that he has never seen, in the belief 
that the acceptor will not fail him (sanctity of 
contract). In other words, the acceptor’s credit is 
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good. The acceptor is often the customer. The 
customer is himself probably trusting to the sale 
of the goods to find money to meet the bill when 
due. It needs little imagination to see how a 
financial crisis and widespread ruin may easily 
result from any weakening of credit by war, 
national disaster, political or industrial unrest, or 
other cause. The commercial world literally exists 
on sanctity of contract and on the belief in one 
another’s good faith and ability to meet engage- 
ments. And acting on the belief in the good faith 
(“credit”) of their customers, traders, by the 
employment of bills of exchange, are able to carry 
out vast transactions, involving immense sums of 
money, without a single piece of coin or bullion 
changing hands. 


3—(2367) 


THE OVERSEAS TRADE BALANCE 


THE individual, in a nation of individuals, finds 
himself richer or poorer, at the end of the year, 
according as his income (receipts) exceeds, or falls 
short of, his expenditure (outgoings). How far is 
this true of a nation in a community of nations? 

The income and expenditure of the individual 
find their analogy in the exports and imports of a 
nation. Exports are sold and the proceeds are 
receipts or income; imports have to be paid for, 
they correspond to the expenditure of an individ- 
ual, Ordinary trade between different countries 
forms by far the largest part of international trans- 
actions, and, moreover, fairly precise statistics of 
the value of exports and imports are available. It 
is at this point, therefore, that inquiry must begin. 

The total imports of Great Britain, including, 
as is customary for this purpose, imports of bullion 
as well of as merchandise, amounted in 1928 to 
£1,254 millions; similarly the exports amounted to 
£895 millions. There was, therefore, an excess of 
imports over exports, corresponding, on our 
analogy, to an excess of this class of expenditure 
over this class of income, of £359 millions. The 
fact is striking and calls for further inquiry. 


Excess oF Imports 


If we examine the past, we shall find that an 
excess of imports over exports, sometimes larger, 
34 
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sometimes smaller, has been a feature of British 
overseas trade for nearly a century. Nevertheless, 
the wealth of the nation has increased constantly 
and enormously during that period. If we ex- 
tended our inquiry to other countries we should 
find that an excess of imports over exports is very 
common, much more common than an excess of 
exports over imports. A balance-sheet covering 
the trade of the whole world would show in 
aggregate a substantial excess of imports. 

The explanation is that the value of imports is 
measured in a way which differs from that in 
which the value of exports is arrived at. In com- 
piling trade statistics the prevailing custom is to 
take the value of an export as the value of the 
goods when put on board ship at the port of 
departure, or on wagon at frontier if dispatched 
over a land frontier. On the other hand, the 
value of an import is usually the cost, or value, or 
price of the goods at the port or place of entry into 
the country. In an island like Great Britain this 
cost, or value, or price of imports includes freight, 
insurance, and other charges incurred in bringing 
the goods to our shores, in addition to the cost, 
or value, or price in their country of origin. A 
large part of these charges is paid to British ship- 
owners and British insurance agencies. It would, 
therefore, be obviously incorrect to suppose that 
the charges represent an unfavourable element in 
our national balance-sheet. 

Our conception of exports as income, and 
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imports as expenditure, is not wrong, but it is 
incomplete. We must include also, as additional 
income, the value of all the services, such as 
shipping, insurance, etc., rendered by Great 
Britain to persons outside the boundaries of Great 
Britain, and we must include, as expenditure, the 
value of similar services rendered by other countries 
to Great Britain. Such services rendered by one 
nation to another are of the most varied descrip- 
tion, and it would be tedious even to enumerate 
them. Broadly speaking they are what are known 
as Invisible Haports. The importance of any 
particular item of these services varies with the 
nation concerned. For example, expenditure in 
Britain by overseas tourists is of minor importance 
in the figures of our own balance-sheet. But if we 
had been considering the United States we should 
have found U.S. tourists’ expenditure outside the 
United States was a considerable item of U.S. ex- 
penditure. If we had been considering Switzerland 
we should have found the expenditure in Switzer- 
land by foreign visitors a great item of Swiss 
income. 


INVISIBLE Exports 


The services rendered by Great Britain to other 
countries are usually grouped under three heads. 
The most important is shipping. Our net annual 
national shipping income in 1928, after deducting 
the value of shipping services rendered to us by 
overseas shipowners, was estimated at £130 millions. 
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There is a second great group broadly described 
as commissions, which includes the value of various 
services rendered in this country for the benefit of 
persons resident abroad. Under this head fall 
brokers’ commissions, merchants’ commissions on 
overseas produce, insurance premiums (less claims 
paid), bankers’ commissions, discount charges on 
overseas bills of exchange and payments made to 
us for other commercial services. The total was 
estimated at £65 millions for 1928. Finally, there 
is a group of miscellaneous receipts in respect of 
overseas tourists’ expenditure here, and many 
other items which do not fall under the previous 
head. These miscellaneous receipts, after deduct- 
ing the corresponding outgoings, were estimated 
at £15 millions in 1928. 


OVERSEAS PAYMENTS MADE TO US AnD By US 


We ought, in addition, to take account of 
British Government expenditure made abroad. 
This includes our payments in respect of our War 
Debt to the United States of America and the 
expenditure overseas of the Foreign Office, the 
Navy, the Army, and the Air Force. But against 
this British expenditure in 1928 account must be 
taken of the payments to us by overseas Govern- 
ments, including Reparations, War Debt pay- 
ments to us, and the miscellaneous expenditure in 
this country by the Indian, Dominion, Colonial, 
and Foreign Governments. The balance is in our 
favour. 
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The value of the services rendered in 1928 by 
Great Britain thus exceeded the value of services 
rendered to Great Britain by £223 millions. For 
these services we were paid, and they therefore 
represent income. The figure is not to be taken 
as more than a rough estimate, for in this part of 
our subject there are available no precise statistics 
like the import and export figures, 


OVERSEAS INVESTMENTS 


We have now reached the point at which the 
1928 import and export figures show an excess 
of £359 millions of expenditure over income, 
which, however, is reduced to £136 millions if we 
take account also of services (£223 millions) 
rendered as enumerated above. Are there any 
other facts we have overlooked? A short consider- 
ation will show that we have not taken into account 
the most important factor of all. A substantial 
part of the wealth of the United Kingdom has 
been invested abroad in loans to India, the 
Dominions, Colonies, and foreign countries, and in 
their railway and transport and electricity com- 
panies, oil companies, tea and rubber plantations, 
in their mines, in their financial and trading con- 
cerns, and in a hundred other ways. The estimated 
total value of such British-owned overseas capital 
investments was, roughly, £4,000 millions (1928). 
In respect of these investments we receive interest 
and dividends, and we can, and do, use these 
receipts to pay for imports without the necessity 
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of ourselves exporting goods in exchange, as pay- 
ment. The net annual income from overseas in- 
vestments, after setting off the income we pay to 
persons Overseas in respect of their investments 
in this country, was estimated for 1928 at £285 
millions. This sum of £285 millions, when added to 
the £223 millions earned by “services” as explained 
above, makes a total of £508 millions (see p. 41), 
and this total is called Invisible Exports. 


THE BALANCE 


The result of all these calculations, subject 
always to revision owing to the difficulty of 
framing accurate estimates of many of the items, 
is, therefore, an excess of £149 millions of income 
over expenditure in the year 1928. In other words, 
Visible Exports (£895 millions) plus Invisible 
Exports (£508 millions) amount to £1,403 millions. 
We deduct from that total the value of Imports, 
viz. £1,254 millions, and we find a balance in our 
favour of £149 millions due to us. Colloquially, it 
is known as the Overseas Trade Balance. It is 
called officially the Balance of Income and Ex- 
penditure in the Transactions (other than the 
Lending and Repayment of Capital) between the 
United Kingdom and all other countries. 

There is a tendency to assume that the surplus 
of income over expenditure on overseas [trade] 
account is the measure of the amount available 
for investment by us overseas. But to make this 
account complete it would be necessary to include 
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also our overseas transactions in existing securities, 
sinking fund and maturity payments received by 
us on existing loans, and movements of short 
term balances. It is difficult to estimate these 
transactions even approximately. In any case, it 
is known that they are on a very considerable 
scale, and that no close correspondence between 
the above described surplus on income account 
and the total amount of new loans made by us 
to overseas borrowers is to be expected. 


IMPORT OF CAPITAL GoopDs 


Even an overseas [trade] balance on the credit 
side of the account is not a conclusive test of 
prosperity or stability. Imports may in many 
cases, especially in a new country, be capital 
goods—that is to say, goods of a reproductive 
kind; or goods to be consumed by those who are 
engaged in the production of capital goods, and 
thus increase the national wealth of the importing 
country. The account of such a nation resembles 
that of an individual who has built a house with 
his own hands. Such an individual may, despite 
Mr. Micawber’s philosophy, find himself at the 
end of the year richer than at the beginning, even 
though his expenditure has exceeded his income. 
In such circumstances expenditure will have been 
developed or transformed into an asset represent- 
ing, or capable of producing, an increase of wealth. 

Nevertheless, in the case of an old-established 
country such as ours, a favourable overseas balance 
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on income account and an increase in the net total 
possession of overseas capital investments afford 
a strong indication of increasing wealth. The 
following figures show the Overseas Balance for 
each of the years 1926, 1927, 1928, according to 
the revised estimates (1929) of the Board of Trade: 
they are given for the purpose of illustrating the 
Explanation of the Overseas [Trade] Balance. The 
1928 figures were revised again and slightly altered 
by the Board of Trade in March, 1930— 


BALANCE OF INCOME AND EXPENDITURE IN THE TRANS- 
ACTIONS (OTHER THAN THE LENDING AND REPAYMENT OF 
CAPITAL) BETWEEN THE UNITED KINGDOM AND ALL OTHER 
COUNTRIES 
1926 1927 1928 
In Million £s. 
Excess of imports over exports, of 
merchandise and bullion . ~ 475 390 309 
Estimated excess of Government pay- 
ments made overseas* : oo — — 


Total (debit items) (A). ~ 475 390 
Estimated excess of Government re- 
ceipts from overseas* 4 ] 13 
Estimated net national shipping 
incomey . 120 140 130 
Estimated net receipts ‘from short 
interest and commissions . 60 63 65 
Estimated net eee from other 
sources. 15 15 15 
Estimated net income from overseas 
investments P ; : ~ 285 285 285 
Total (credit items) (B) . 484 504 508 


Estimated total credit (+) or debit 
(-—) balance on items specified 
above. [(B) minus (A)] . . +9 j4+114 +149 


* These include some items on loan accounts. 
t Including disbursements by foreign ships in British ports. 


APPENDIX I 
CURRENCY NOTES AND BANK-NOTES 


THE reasons for the amalgamation in 1928 of the 
Treasury currency note with the Bank of England 
note, following the return to the gold standard in 
1925, and for defining and fixing the future 
fiduciary note issue of the Bank of England, will 
be found in the following speech. 


HovusE oF Commons,* 
May 14th, 1928 


CURRENCY AND BANK-NOTES BILLT 
Order for Second Reading read 


THE FINANCIAL SECRETARY TO THE TREASURY 
(Mr. ARTHUR MICHAEL SAMUEL): I beg to move 
“that the Bill be now read a second time.”’ 

This Bill proposes, in accordance with the 
policy laid down by my right hon. friend, the 
Chancellor of the Exchequer, in his Budget speech, 
to give effect to the long-foreshadowed amalgama- 
tion of the Treasury currency note with the Bank 
of England note. The House will not wish that I 
should trace at any length the past history of our 


* When the Bill at a later date (7th June, 1928) came up for 
Second Reading in the House of Lords, it was by a happy and singular 
coincidence in the charge of Viscount Peel, grandson of Sir Robert 
Peel, the author of the Act of 1844; he moved the Second Reading of 
the 1928 Bill in the House of Lords on behalf of the Government. 

ft Received the Royal Assent, 2nd July, 1928. 
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note issues. The House is aware that the Bank of 
England note issue, for seventy years before the 
War, from 1844 to 1914, was governed by the 
provisions of Peel’s Bank Charter Act of 1844. 
The basic effect of that Act was that it established 
a fixed fiduciary issue, beyond which no notes 
could be issued except in exchange for gold. With 
the outbreak of war, however, face to face as we 
were with a catastrophe and difficulties of un- 
foreseeable magnitude, it was necessary for us to 
abandon, and, as time has proved, fortunately 
only temporarily, some of the most vital principles 
of the 1844 Act. May I refer to some of the vital 
principles which had to be abandoned ? 

In the first place, the paper currency, which, in 
England and Wales, was limited, up to the out- 
break of war, to Bank of England notes of £5 and 
upwards, was, at the outbreak of war, supple- 
mented by an issue of £1 and 10s. currency notes. 
There was no statutory regulation as to the 
amount of the issue; nor was there any statutory 
provision as to the gold reserves to be held against 
those currency notes. In the second place, power 
was given to the Treasury to suspend temporarily 
the fiduciary limit of the Bank of England note 
issue. The gold standard itself was maintained in 
operation until the end of the War. But, in the 
meantime, gold movements were so hampered, 
and the world market in gold so disordered, that 
the gold standard had ceased to work. In 1919 
the export of gold was prohibited; that prohibi- 
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tion was continued until 1925. Still, it has been 
all along the policy of His Majesty’s Government 
to restore the whole organization of credit—an 
organization which had been temporarily impaired 
by the War—at the earliest possible moment. 

The action of my right hon. friend, the Chancellor 
of the Exchequer, brought us back to gold in 1925 
by the Gold Standard Act. It now only remains 
for us to take the final administrative step which 
he foreshadowed in 1925; we therefore propose to 
amalgamate the Treasury currency note issue with 
the Bank of England note issue. I will, later on in 
my remarks, if the House will grant me its patience, 
say a few words upon the clauses of the Bill, and 
the manner in which provision is to be made for 
variations in the tides of commerce. But, perhaps, 
it may be acceptable to the House if I turn aside 
for a moment and endeavour to answer a question 
which may possibly rise to the minds of hon. 
members. It may be asked: “Why not leave the 
Treasury note as it is, or, if not, why amalgamate 
it with the Bank of England note issue?” I will try 
to give the reasons why the Treasury notes are to 
be handed over to the Bank of England. 

The existing system of our paper currency is the 
outcome of the emergency of 1914. But certain 
wide powers then given by Parliament to the 
Treasury are no longer used. The Treasury was 
empowered by law to issue and control the 
Treasury currency notes. As a matter of fact, 
only the Bank of England issues these notes, and 
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they can be obtained only by drawing upon a 
deposit at the Bank of England. There was an 
alternative method, which was necessary at the 
crisis in the early part of the War—namely, that 
of direct advances from the Treasury to banks. 
That method, however, soon fell into abeyance, 
and in 1919 was abrogated. 

Then, again, the Treasury Minute of December, 
1919, limited the fiduciary issue of Treasury notes 
in accordance with the recommendations of the 
Cunliffe Committee. Thus the actual maximum 
fiduciary issue reached one year became the 
allowed maximum for the next. This was avowedly 
a transitory measure. Consequently, the law gov- 
erning the currency notes was unsatisfactory in 
itself, although the practice was good and sound. 
As neither the law nor the practice has any claim 
to remain permanent, we seek to regularize the 
position, and therefore bring in this Bill. 

There are further reasons. As I have already 
explained, Treasury currency notes can be ob- 
tained only by drawing on deposits at the Bank 
of England. For that reason the position is that 
the regulation of the volume of the currency has 
been dependent upon—and solely dependent upon 
—the regulation of credit. Now the regulation of 
credit has rested with the Bank of England. It 
must rest with the Bank of England; it will con- 
tinue to rest with the Bank of England. The Bill 
merely proceeds to the logical conclusion. It 
places the legal responsibility for the note issue 
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where the actual responsibility already lies, and 
must continue to lie—with the Bank of England, 
because the Bank of England controls credit. 
Even in 1844 the desirability of central control 
over the note issue was recognized. If hon. mem- 
bers will turn to the speech of Sir Robert Peel on 
6th May, 1844, they will see that this desirablity 
of placing the note issue under the control of a 
central bank was dealt with on that occasion. I 
derived great pleasure myself from re-reading that 
Bank Charter Debate when thinking out my 
speech for to-day. It was recognized, as I say, as 
long ago as 1844, that the note issue should be 
in the hands of a central bank, and one may claim 
that the Bank of England was the first of all 
central banks. 

Since the American crisis of 1907 this principle 
of central control has been more widely accepted, 
and the American Federal Reserve Act, 1913, was 
based upon that principle. Since then, too, we 
have had the Brussels Conference of 1920 and the 
Genoa Conference of 1922. Both of these confer- 
ences emphasised the desirability of placing the 
control of currency and credit in the hands of 
central banks. Both recommended that central 
banks should be made completely independent of 
political interference. This Bill recognizes those 
principles. Before I pass from the reasons why 
we are entrusting the Treasury currency note issue 
to the Bank of England, I hope the House will 
give me permission to read a passage out of the 
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Bank Charter speech of Sir Robert Peel—one of 
the most remarkable speeches ever delivered in 
the House of Commons. He said on 6th May, 
1844—-there had been negotiations on the subject 
then under discussion, with the Bank of England— 
““T must, in justice to the gentlemen who have 
conducted negotiations on the part of the Bank— 
namely, the governor and deputy-governor— 
declare that I never saw men influenced by 
more disinterested or by more public-spirit motives 
than they have evinced through our communica- 
tions with them. They have reconciled their duties 
as managers of a great institution bound to consult 
the interests of the proprietors, with enlightened 
and comprehensive views of the public interest.”’ 
Although nearly a century has elapsed since 
those words were spoken, there have been occasions 
time after time which have proved their complete 
truth. No man who has studied the economic 
development of Britain during the nineteenth 
century can have failed to notice the position 
which the Bank of England has established for 
itself in the respect of the nation. The country is 
very proud of the Bank of England. It is with 
complete confidence, therefore, that His Majesty’s 
Government have decided by this Bill to entrust 
the management of the currency note issue to it. 
But while the Bank of England must assume 
responsibility for the currency, Parliament, in 
legislating, as it is now, on the subject of currency, 
lays down the principles which will guide the Bank 


THE WORKING OF THE BILL OF EXCHANGE 49 


of England in carrying out its duties. One such 
principle is absolutely beyond all dispute. Con- 
vertibility into gold in accordance with the Gold 
Standard Act, 1925, must be maintained. The credit 
policy of the Bank must always be governed by 
this obligation. This principle is essential. 

Circumstances to-day, in relation to note issues, 
are in several respects very different from those 
which obtained during the period of seventy years 
up to the outbreak of war. The fiduciary issue of 
the Bank of England, which is even now only 
£19,750,000, coula hardly have remained so low 
as it did during the seventy years before the War, 
but for the extension of the use of the cheque. 
The effect of the enormous economic and financial 
expansion of the country upon the active circula- 
tion of bank-notes was offset by the growth of 
the use of the cheque. But it is not certain that 
the need for an increase in currency will always 
be met so adequately by other developments of 
banking methods. 

A further new circumstance is this. It is now 
generally recognized that no country can either 
absorb, or set free, gold for monetary purposes, 
without affecting its neighbours. A rigidly fixed 
note issue, therefore, might fetter the Bank of 
England in a manner inconsistent with the resolu- 
tions adopted at the Genoa Conference in 1922. 
We are keeping the resolutions of the Genoa Con- 
ference well in mind, together with the two con- 
siderations of natural alterations in the currency 
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needs of the community, and the adaptation of 
our reserve limits to the state of the world markets 
in gold and gold currency. 

Consequently, provision is made in the Bill for 
variations in the fiduciary issue, either downward 
or upward, by the action of the Treasury, at the 
instance of the Bank. By variation upward I 
mean, of course, expansion; and by variation 
downward I mean reduction. Variations down- 
ward are authorized because they may be needed 
to enable the country to absorb an abnormal inflow 
of gold without the evils of an excessive expansion 
of credit. It will be authorized, under the Bill, to 
vary downward by permission of the Treasury 
acting at the instance of the Bank of England, 
and the Treasury can impose limits as to extent 
and period. Variations upward of the fiduciary 
issue cannot be authorized for more than six 
months at a time, and they cannot be renewed to 
cover a total period of more than two years, with- 
out the direct authority of Parliament. To sum 
up, the existing emergency system has lasted long 
enough. It will make way in future under this 
Bill for a fixed fiduciary issue variable upward 
only on good cause by the Bank and the Treasury 
acting in unison. The ultimate word will rest with 
Parliament. In this manner we seek to obtain the 
advantages without incurring the dangers of 
elasticity. 

I have dealt with the transfer of the legal 
responsibility for the note issue to the Bank of 
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England and the provision for a fixed fiduciary 
issue, subject to variation, by the joint action of 
the Bank and the Treasury. May I now proceed 
to explain the clauses of the Bill? 

At the present time the Bank of England has 
no power to issue notes of a smaller denomination 
than £5. Clause 1 empowers the Bank to issue 
notes of £1 and 10s. and makes bank-notes legal 
tender for all payments in England and Wales 
instead of only for payments of £5 and over. It 
also makes the £1 and 10s. notes legal tender in 
Scotland and Nerthern Ireland as well as in 
England and Wales. Sub-section (3) provides that 
so long as the Gold Standard Act remains in 
operation, the new notes for £1 and 10s. shall be 
legal tender in payment by the Bank itself. The 
Gold Standard Act relieved the Bank from any 
obligation to pay in gold coin, but required it to 
sell gold bullion at the coinage price. In order that 
that arrangement may continue in force, the Bank 
must have the same right to pay its depositors 
and creditors in its own notes as it now has to 
pay them in currency notes. 

Clause 2, which is probably the clause in the 
Bill most difficult to explain, defines the future 
fiduciary note issue and fixes it at £260,000,000. 
This £260,000,000 is arrived at in this way: 
Following the recommendations of the Cunliffe 
Report, the Treasury has fixed the actual maxi- 
mum of 1927 to be the permitted maximum 
fiduciary issue of currency notes for 1928. The 
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maximum of 1927 was £244-94 millions. To that 
should be added the Bank of England fiduciary 
note issue of £19-75 millions. The total is thus 
£264:69 millions. The amount of our currency 
notes in use in the Irish Free State is estimated, 
roughly, at £6,000,000. The Free State is about 
to replace our notes by an issue of Free State 
notes; therefore, £6,000,000 should be deducted 
from our total. That reduces our total to 
£258-69 millions, which has been rounded up to 
£260,000,000, the figure in the Bill. The clause 
proceeds to give power to the Treasury, at the 
request of the Bank, to reduce the fiduciary issue. 
In Clause 8, power is given to increase the 
fiduciary issue. 

Clause 3 deals with the cover for the fiduciary 
issue. It requires the Bank to hold securities in 
the Issue Department sufficient to cover the 
fiduciary issue. Up to a limit of £5,500,000 it 
allows silver coin, which has for some years been 
held in the Currency Note Account, to be held as 
a security. The limit is fixed with reference to the 
amount of silver now held by the Currency Note 
Redemption Account. The figure has come down 
from £7,000,000 to £5,500,000, and is in course of 
reduction, which will continue. Clause 4 provides 
for the transfer to the Bank of the responsibility 
for the currency notes outstanding on the appointed 
day. 

Clause 5 provides for the transfer of the securi- 
ties held against the outstanding notes. As the 
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securities held in the Currency Note Redemption 
Account exceed by a good margin the value of 
notes outstanding, provision is made for the dis- 
posal of the balance. The clause directs that the 
surplus securities be realized and the proceeds, 
estimated at £13,200,000, paid into the Exchequer, 
in conformity with the announcement made by my 
right hon. friend, the Chancellor of the Exchequer, 
in his Budget speech. 

Clause 6 provides that the whole profits of the 
issue, both the profits on the new £1 and 10s. 
notes and the profits on the notes for £5 and 
upwards issued by the Bank of England, shall 
accrue to the State. In Clause 8 power is given 
to increase the fiduciary note issue. Clause 8 (3) 
provides that— 

‘Any minute of the Treasury authorizing an 
increase of the fiduciary note issue . . . shall be 
laid forthwith before both Houses of Parliament.” 

The remaining clauses, except Clause 11, deal 
with subsidiary matters. Clause 11 has been 
framed for the purpose of insuring the concentra- 
tion of the gold reserves of the country in the 
hands of the Bank of England. The clause enables 
the Bank to buy compulsorily any holding of gold 
coin or bullion in excess of £10,000, with the im- 
portant exception of gold “which is bona fide held 
for immediate export or which is bona fide required 
for industrial purposes.’’ This exception is devised 
to leave the activities of the London bullion market 
entirely untouched. 
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Such are the provisions of the Bill. It returns 
to the principles of the Bank Act of 1844, but by 
the use of methods more adjustable to the needs 
of change and development. The whole essence of 
the Bill is recognition of the importance of pro- 
viding the nation with an adequate volume of 
currency and of maintaining its value stable. No 
State can exist and remain solvent, and least of 
all a State like ours which depends for its liveli- 
hood upon overseas trade, without a safe, stable 
currency. The measuring rod of commerce must 
be stable. In our case the measuring rod is the 
pound sterling, which has already been linked to 
gold by the Gold Standard Act of 1925. It has, 
however, been proved that the internal circulation 
of gold coins is in these times both unnecessary 
and wasteful. This Bill, therefore, will lay down 
for the Bank of England limits and safeguards 
subject to which it may issue notes to replace and 
represent gold coins for internal circulation. The 
return to gold has been a potent factor in the 
restoration of British international credit. Marked 
though it has been by economic jolts and jerks, 
the return to gold has, on the whole, been beneficial 
to us. It is evident on all sides that the trade of 
the country is now steadily and surely on the up- 
ward grade. It needs a stable currency in support 
of it. 

The restoration of the national wealth des- 
troyed by the War, and the refilling, by savings, 
of the reservoir of capital, so indispensable to 
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industrial recovery, will be assisted by the pro- 
visions of this Bill, following on the return to gold. 
I can, therefore, with confidence, recommend its 
favourable acceptance by the House. 


APPENDIX II 
OVERSEAS LENDING POLICY 


EXPorRtTs AS GIFTS 


Being a Speech delivered at Leeds before 
The Yorkshire District Society of Incorporated 
Accountants 


By ARTHUR MICHAEL SAMUEL, M.P. 
On 11th December, 1929 


As unemployment is our main problem, I have 
been wondering in that connection whether our 
overseas lending policy has been too haphazard 
as to destination, or too undiscriminating, or even 
taken beyond the limits of prudence. Has an 
appreciable amount of British savings passed as 
a gift, in the form of exports, to overseas bor- 
rowers? Are we wise to invest abroad the whole 
of our overseas net credit balance? Ought we to 
try to bring home a considerable portion of it in 
form acceptable to ourselves, and use it here? 
And if so, what proportion of the net balance? 
I want to examine the theory that if we lend less 
overseas, and if we also increase imports, bringing 
them home in a form selected by us so as to suit 
our purposes, there will be no resultant decrease 
of our exports. If the theory is sound, then I 
think home employment would benefit by its 
57 
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application, and increase of national wealth would 
result. It is an accepted view that “new” money 
sent to overseas borrowers can leave us only by 
the export, ultimately, of goods, services or gold. 
It is, however, wrong to say that every loan by 
British investors to overseas borrowers creates 
fresh exports of British goods or services. It is 
not true of refunding loans. Loans amounting to 
many millions have been raised here by overseas 
borrowers for the purpose of repaying old debt, 
or even for providing interest on earlier loans. 
Such loans have not created fresh exports of British 
goods or services. We must guard ourselves, there- 
fore, against accepting without qualification the 
assertions that every British loan to overseas 
borrowers expands British export trade, and that 
if we do not lend abroad we cannot sell for export. 
We have frequently lent to overseas borrowers 
without creating fresh exports just as we have 
frequently sold for export without granting a loan 
to an overseas borrower. Moreover, the transfer of 
credits created by our loans to overseas borrowers 
is now sometimes carried out by methods which are 
of recent growth. Among these methods are the 
facilities provided by the existence in various parts 
of the world of credit funds belonging to Central 
Banks, to international and other banks and their 
branches. Book entries, therefore, can now in some 
cases, and in some degree, replace the movement 
of goods and gold. Balances owned by private 
individuals as well as by banks are nowadays 
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transferred from one country to another to be in- 
vested temporarily in short-dated loans for the sake 
of the profits to be gained by the differences in rates 
ofinterest. Bonds, stocks and shares are bought and 
sold, and transferred internationally also. Account 
must also be taken of the habit of the Central 
Banks of France, Germany, and the United States 
of transferring gold internationally, regardless of 
rates of interest and of rates of exchange. 

Our overseas investments in pre-War times 
were valued at £4,000 millions. It is estimated 
that owing to the War we parted with £1,000 
millions of our overseas investments. Last year, 
at the request of the Association of British 
Chambers of Commerce, I published an explan- 
tion of our overseas balance. Among the figures 
then examined was the estimated total amount 
of British-owned overseas investments upon which 
we received income. Omitting private adventure 
money, it was, roughly, in 1927-8, £4,000 millions. 
That is to say, the same amount as before the 
War. 

During the last fifty or sixty years we have 
year by year invested abroad very large sums. 
These sums consisted not only of the credit 
balances accruing on the trade and _ financial 
transactions of each year, but also of large 
capital sums derived from our industry. The 
credit balance for 1913 has been estimated at 
about £180 millions, a figure probably much above 
the average. What the average annual overseas 
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net credit balance was we do not know. I wish the 
Committee of Civil Research would set a team of 
young statisticians to work to find out the truth. 
Let us assume an average credit balance of only a 
hundred millions sterling invested abroad annually. 
This average amount would alone in sixty years 
aggregate to £6,000 millions, and that sum would 
only account for overseas credit balances. What 
has been the total of the overseas investment of 
other savings? Even the reinvestment of sinking 
fund money would amount to a large sum. Cannot 
the Committee of Civil Research discover an 
approximate total for us? 

Whatever that total may be, our surviving over- 
seas investment of £4,000 millions appears alarm- 
ingly small. That is my point. It would still be 
small even if private venture money (say another 
£500 millions) were added. Money has been con- 
tinually invested overseas in private ventures, as 
well as in joint stock enterprises and in loans to 
Governments and other Public Authorites. What 
has become of the vast unknown sum which 
represents the difference between our present 
possession of £4,000 millions, and the aggregate of 
sixty years of overseas investments? Refunding 
loans have been left out of the calculation, as they 
constitute no fresh obligation on the borrower. 
Part of the unknown difference is represented by 
repayment of loans on maturity, through sinking 
funds and drawings. And the aggregate of such 
repayments is considerable. But I am bound to 
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say that, in my opinion, a good part of the original 
“new” money overseas loans has been lost. Those 
original loans went overseas in the form of exports. 
Many of the loan certificates issued by the bor- 
rowers and received by our investors are to-day 
valueless. The exports, paid for by loans granted 
by us and defaulted upon by the borrowers before 
there had been time for benefit to accrue to this 
country, have, in effect, been a free gift by us to 
the borrowers. Do we realize that ? 

Let me give an example of what I mean. Many 
United States railroads after 1868 borrowed in 
Britain large sums for development. Most of those 
same railroads went, later, into the hands of a 
Receiver, with the result that those British in- 
vestors who held the relative United States rail- 
road securities lost their money. Remember that 
while Britain was investing “new” money in those 
days in United States railroads our exports in- 
creased greatly. Exports were created by the 
original loans. We rubbed our hands in satisfac- 
tion at the Board of Trade returns showing yearly 
increases of exports. But did we realize that ex- 
ports in such circumstances ultimately constituted 
private and public losses to Britain? Although, 
for example, our rail makers received payment for 
the rails they sold, the money came out of the 
loans provided by British investors, and as the 
railroad securities received by our investors even- 
tually became worthless securities in bankrupt 
railroads, Britain as a whole received little or no 
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payment for those rails. Would it not have been 
better for Britain if we had not placed our savings 
in those particular loans? It is plain that many 
of the exports created by the original loans were 
ultimately never paid for and that they became 
a gift to the United States from Britain. If our 
savings had been used in British home loans, and 
had extended home undertakings to increase our 
efficiency, and if there had then been a bank- 
ruptcy of those undertakings, the fixed assets 
upon which the money had been expended would 
at least have been possessed by us here in Britain. 
But as the savings were invested and lost in 
United States railroads, the result was that we lost 
our savings in the form of exports, although the 
railroads still exist in America. Thus, the United 
States benefited, and not ourselves, who provided 
the money to build the railroads and develop the 
United States. 

Similarly, we invested money in Egypt before 
1882, in Turkey, in Eastern and Central Europe 
before 1913, in parts of Central and South America, 
in Asiatic and Central American railroads, and in 
other investments all over the world. The aggre- 
gate is vast. Much is a dead loss to the British 
investors, and to the nation itself. But the money, 
although lost by us, has developed the countries 
in which it has been sunk. Before the War we 
invested in Russia a sum in the neighbourhood 
of £300 millions. Many millions were lent prior 
to 1913 to develop Mexico. Our pre-War trade 
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returns reflected increased exports as a result of 
those loans. What have we now to show for 
£400 or £500 millions invested by us in Russia 
and Mexico? Take the case of certain railroads 
in Russia and Mexico. The savings of British 
investors built, or extended, those railroads. They 
have for many years given no return on the money 
so borrowed. We hold securities of the railroads 
worth little more than waste paper, representing 
British exports. Thus the railroads created in such 
foreign countries by our savings were gifts by us 
to those foreign countries. It would have been 
better for British investors in those railroads if 
they had kept their money and invested it at 
home, and had not provided exports as gifts to 
the overseas borrowers. 

Certain qualifications must, however, be borne 
in mind. For example, a railway, or a mine, or an 
oilfield which has defaulted, or become exhausted, 
may, before default or exhaustion, have yielded in 
dividends, or have paid for materials purchased in 
Britain to an aggregate value equal to, or in excess 
of the amount of capital originally invested, plus 
interest on the capital calculated to cover the 
whole period from the date of the original invest- 
ment to that of the default or exhaustion. 

The Committee of Civil Research should ascer- 
tain whether the nation has been living in a fool’s 
paradise if an appreciable portion of the value of the 
exports shown in the trade returns has ultimately 
never been received by us as a nation. Has 
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money been wasted on the whole in overseas 
investments that might have been put to useful 
purpose at home? If British investors lent to 
overseas borrowers “new” money which sooner or 
later left us in the form of British goods, that is 
all right up to that point. But if the overseas 
borrowers ultimately defaulted on the paper obliga- 
tions given by them to British investors who had 
provided their savings as payment for the British 
goods so exported, then those British goods were 
paid for by the British investors, and presented by 
them, wholly or partly, as gifts to the overseas 
borrowers. There are those who go so far as to 
say that, in some cases, loans by British investors 
to foreign borrowers have not only been lost by 
us but have helped foreign countries to develop 
the manufacture of goods now sold in competition 
against our own manufactured products. 

You cannot dictate to the British investor where, 
or how, he should invest his money. But if our 
haphazard overseas lending policy in the past has 
in some degree been wasteful from lack of expert 
guidance as to which is the direction of investment 
most beneficial to us, then a team of expert 
economists should analyse the facts, and lay the 
result before public opinion. Public opinion can 
be left to do the rest without interference. 

We received £285 millions per annum as income 
(1928) on our total nominal £4,000 millions of 
Overseas investments: that is to say, a yield at 
the average rate of 7 per cent. I say nothing 
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about the capital lost abroad, which yields no return 
and reduces the average 7 per cent if it be taken 
into calculation. We have preferred to try to earn 
the 7 per cent on the surviving overseas invest- 
ments rather than try to earn 5 per cent at home. 
But has it paid us to ignore our losses and, on our 
surviving investments, to accept the 7 per cent, 
employing foreign labour, rather than 5 per cent 
at home employing home labour? Besides, as the 
income from overseas investments is included in 
the overseas net credit balance which is, in turn, 
re-invested abroad, the extra 2 per cent earned 
abroad does not benefit home trade, because it 
is not spent at home by the investor. It is, of 
course, essential for us to invest abroad in order 
to develop the British Empire and to increase and 
cheapen our supplies of food and raw materials 
from foreign countries who in turn are valuable 
customers of ours. We also need to create a re- 
serve chest for overseas payments in time of war. 
But what I want to know is, how much have we 
lost by undiscriminating lending to overseas bor- 
rowers, and whether our home employment has 
suffered thereby. Are we investing in the right 
direction? Are we investing abroad too large a 
portion of our overseas net credit balance? It is 
a question of degree. What is the degree? Ex- 
perience has shown that we do lose overseas a 
portion of our investments. Would it not be 
better to lose that portion at home? 

Our expenditure on new houses over the last 


5—(2367) 12 pp. 


66 THE WORKING OF THE BILL OF EXCHANGE 


nine years has enabled us to bring home in form 
acceptable to ourselves perhaps £350 millions of 
our overseas credit balances. Much of this sum 
would otherwise have been invested overseas to 
earn, let us say, 7 per cent per annum. Our hous- 
ing policy thus caused an increase of acceptable 
imports. But as the new houses could not be 
exported they created no fresh exports with which 
to pay for the imports they called for. The result 
was that our overseas annual net credit balances 
sank to a relatively low figure for several years 
prior to 1928. The housing policy, giving rise to 
the increase of imports, created employment here 
in the building and co-operant trades. It has left 
us with assets in the form of new houses, instead of 
increased overseas investments, good or bad. But 
what proof is there that this house-building policy 
decreased or checked exports? Our overseas net 
credit balance for 1928 was £149 millions. Part of 
it was immediately invested overseas where it was 
earned, and while the remainder was brought home 
for dividends, head office expenses, and so on, an 
equivalent sum was lent to overseas borrowers. 
Thus, in effect, we may regard the whole overseas 
net credit balance as being invested abroad. Let 
us use the 1928 figure to illustrate my point. 
Suppose we do not invest the whole of our £149 
millions of overseas net credit balance in fresh 
overseas loans. Suppose we leave some of the non- 
British overseas would-be borrowers to obtain their 
loans elsewhere than from us. Suppose, then, we 
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find convenient means to bring home in form 
advantageous and acceptable to ourselves part of 
our 1928 overseas net credit balance. Will not 
credit here then be cheapened and become more 
plentiful for home investment? This credit will 
not be inflation, or bank credit, but credit resting 
upon goods or gold. Will it not seek employment 
in industry, and so stimulate productive extension 
at home, and more employment for labour? Will 
it not therefore cheapen the cost of the goods pro- 
duced, and in this way enable us to extend our 
export trade? Our great need is to increase our 
export trade, and the clog on our export trade is 
that our goods are too dear. And if our savings 
are invested here and lost here, will not the 
fixed assets which the investments created at 
least exist here as an asset of some value to us? 
It looks as if we may have pursued an undis- 
criminating overseas investment policy in an un- 
wise direction, and beyond the limit of prudence. 
Bearing in mind the object lesson of the influence 
of the house building policy on our imports, we 
must now analyse our overseas investment policy 
and its effect, so that we may be enabled to 
eliminate what may prove to be an hitherto 
undetected flaw in our economic system. 


APPENDIX III 
THE STANDARD OF LIVING 


Speech addressed by ARTHUR MICHAEL SAMUEL, 
M.P., Minister for Overseas Trade, to the Members of 
the Newark Chamber of Commerce, 3rd December, 
1926. (Proceedings of the Association of British 
Chambers of Commerce : Vol. 67, No. 729) 


WE are all too painfully aware how difficult it has 
been to sell our merchandise in the export markets 
owing to the competition set up after the War by 
new foreign industries, by depreciated exchanges 
and lower wages and conditions of labour in 
foreign countries. We could not sell coal for 
export because our price was too high; our foreign 
customers could buy coal more cheaply elsewhere. 
We were compelled, therefore, to try to produce 
more cheaply so as to be able to quote lower 
prices. 

The foreign buyer cares nothing about the 
standard of living of our people, all he cares about 
is whether our coal or goods are as cheap as similar 
merchandise which can be obtained by him from 
our competitors. 

Some people say that lowering the cost of pro- 
duction would lower the standard of living. But 
it is not so, as I shall show. They make the 
standard of living a political party question. But 


69 
5A—~-(2367) 


70 THE WORKING OF THE BILL OF EXCHANGE 


it is not a political question. Of course, every 
statesman and every citizen desires to see a rise 
in the standard of living of the nation. Those who 
object to lowering the costs of production fail to 
grasp the fact that the raising of the standard of 
living is governed by those who actually produce 
the things which compose that which is known as 
the standard of living, and that it is not controlled 
by politicians. 

The general standard of living, as I see it, is 
regulated, on the one hand, by the amount of 
national product, and, on the other, by the amount 
of the population. In other words: “product 
divided by population.”’ Let me show you what 
T mean. 

If there are forty million people in these Islands, 
and if they produce in a week forty million units 
of goods and services for which there is a demand, 
each one of the forty million persons can, on an 
average, receive one unit. If, by the use of more 
machinery, by better organization, and by harder 
work, the forty million people produce in a week 
eighty million units, then each person, on an 
average, can receive two units. The recipient of 
two units can use them both, or use one of the 
two units and exchange the other for something 
else that adds to the standard of life and comfort. 
The world can consume no more than it produces. 
The more there is produced the more there is to 
divide up, to be used or exchanged. 

That is how the standard of living is raised. It 
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can be raised by the people only, and not by Act 
of Parliament, not by the ballot box, not by votes, 
not by political means, not by currency manipula- 
tion, not by monetary devices. The scale of the 
distribution of incomes, salaries and wages of every- 
body does not affect the argument to any appre- 
ciable degree. Indeed, if all the large incomes and 
salaries in Britain were pooled and divided, the 
amount that each person would obtain would add 
under one shilling a day to the income at present 
enjoyed by each of our working people. Nor do 
wages in terms of money affect the argument. What 
really matters is how much the wages will buy. 

A dictator might double everyone’s wages to- 
morrow. But no one would be better off, so long 
as the existing output of goods and services re- 
mained unchanged. Money prices of such things 
would rise, and the increased wages would not 
purchase any more of the things required. 

This was seen while the German mark was be- 
coming of less and less worth shortly after the War. 
The German workman’s wages increased until at 
last he had his pockets full of notes for billions of 
German marks. But he was no better off. Why 
not? Because his standard of living, and every- 
body else’s standard of living, depends on the 
supply of goods and services available for distribu- 
tion, such as houses, coal, bread, meat, clothes, 
shoes, and public utility services. 

The supply of these things was not increased, 
and although the German workman had millions 


72 THE WORKING OF THE BILL OF EXCHANGE 


and billions of marks as wages more than he had 
before, his standard of living did not rise. It 
could not rise because there was no increase of 
supply of the services and things which he desired 
to purchase. 

It will, therefore, be seen that the standard of 
living can only be raised when people provide 
more services or produce more things needed for 
use or exchange against other things and services. 

Now let me take this argument on a little 
further. I will show you how the increase of the 
production of goods, provided they are in demand, 
helps our export trade. 

Suppose that when we produce one unit per 
person of the population, that unit costs £3. If 
our foreign competitors produce a similar unit, and 
sell it to our overseas customers for £2 10s., we 
cannot sell our £3 article. We are then driven 
out of the overseas market. Now suppose we all 
work twice as quickly as hitherto and all produce 
two units in the same time as that during which 
we have hitherto produced one unit. The cost of 
production of our one unit, produced twice as 
quickly as before, will be halved. We shall then 
be able to sell that unit, either at home or overseas, 
for a little more than 30s. instead of a little more 
than £3. 

Our worker’s money wage might remain the 
same as it was, but for every £3 he had in his 
pocket, he could, as a result of the doubled output, 
buy nearly two units for about the same price as he 
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had hitherto bought one. In other words, the pur- 
chasing power of his wages would be doubled. His 
standard of living would thus be raised. Further, 
we should cease to be undersold by foreign com- 
petitors, and employment in our exporting indus- 
tries would be increased, provided there was a 
demand for our merchandise. 

The increase of production of goods for which 
there is a demand at home or overseas is the only 
road by which a higher standard of living can be 
reached. Production can be increased by human 
effort only—helped by the best machines and 
materials and skilled marketing organization. It 
can, therefore, be raised by training, and by in- 
creasing the investment of capital, to be placed 
at the service of the worker, in the form of equip- 
ment and material and marketing organization. 
Skilled salesmanship can discover and, indeed, even 
create, new wants that can be satisfied by increased 
production, if the merchandise is offered at prices 
which the consumer can pay. The process of satis- 
fying those new wants itself raises the standard 
of living. 

I think I have now carried you along with me 
to the point at which you will agree that a nation’s 
standard of living is raised by producing an in- 
creased supply of goods and services that it can 
itself use, or can exchange with its neighbours for 
goods and services which they produce and it 
requires. 

What helpful contribution has been made in 
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past years by those theorists who have been 
writing text books or preaching about political 
economy to our working people? The objective 
towards which most of them direct their efforts is 
the division of profits, wages, and incomes. They 
omit to teach the nation how it can produce 
superior qualities and more abundant supplies of 
necessary things that may help to raise the stan- 
dard of living. It is time enough to talk about the 
cooking of a hare when you have caught the hare. 
You must produce and find a market for your 
goods and services before you can talk about 
dividing the profits, wages, and incomes arising 
out of them. 

The system under which economics is now taught 
by Socialists should be turned upside down. 
Students and workers are being taught at the 
wrong end of the science. They should be taught 
rather how to provide the nation with an increased 
supply of the required means of happiness and 
comfort. We have not enough of these to use or 
exchange ; we need more, so as to raise the standard 
of living of our people. 

And there is another important factor in this 
argument which the Socialist or the anti-Capitalist 
overlooks. On an average, for every human being 
added to our population the capital wealth of the 
nation must be increased by about £500. This is 
the average sum needed to provide the cradle, 
the sustenance, the education, the housing, the 
business equipment, the material, and ultimately 
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the working capital with which to enable a human 
being to earn a living and maintain the standard 
of life now prevailing. 

As the United Kingdom population is increasing 
at the rate of roughly 250,000 per annum, the 
capital wealth of the United Kingdom must 
increase to the value of £125,000,000 every year 
in order to provide for the annual increase of 
population at £500 per person. A very accurate 
critic might possibly pick these rough figures to 
pieces. But they are broadly based on a fact that 
cannot be denied. Additional capital wealth can 
only arise from profit on production. Any policy, 
therefore, which directs itself to the study of how 
to redistribute existing capital wealth, and how to 
divide up profits rather than to the study of how 
to increase the supply of things needed for our 
use or exchange, is not only wasting time, but is 
operating in such a way as to prevent a rise in the 
standard of living of the people. That is what 
the Socialist-anti-Capitalists have been doing for 
years past. They have reduced and even pre- 
vented production by fomenting strikes. They 
have preached about the division of profits on 
things of which they will not even permit the 
production for use or exchange. No wonder the 
working man has suffered by such economic teach- 
ing. He has seen that strikes reduce his standard 
of living. Anti-Capitalists try to bribe the voter to 
support anti-Capitalism by telling him that he can 
get everything by means of the ballot box. The 
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standard of living cannot be raised by the ballot 
box or by politicians. But it can be raised by the 
people themselves producing for use and exchange 
more of those goods and services for which there is 
a demand at home or overseas. It is for the mem- 
bers of Chambers of Commerce to place these facts 
before the working people in their districts. 
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Sessions, and the Middle Temple, Barrister-at-Law. In crown 8vo, cloth 
gilt, 234 pp. 7s. 6d. net. 


THE LAW RELATING TO INDUSTRY. By H. Samus s, M.A., of the Middle 
Temple, Barvister-at-Law. In demy 8vo, cloth gilt, 258 pp. 15s, net. 


THE LAW OF THE SALE OF GOODS. By C. G. Austin, B.A. (Oxon). 
In demy 8vo, cloth gilt, 172 pp. 6s, net. 


LAW AND ORGANIZATION OF THE BRITISH CIVIL SERVICE. By N. E. 
Musrog. In demy 8vo, cloth gilt, 218 pp. 7s. 6d, net. 
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BUSINESS REFERENCE BOOKS 
BUSINESS MAN’S ENCYCLOPAEDIA AND DICTIONARY OF COMMERCE. 


A reliable and comprehensive work of reference on all commercial subjects. 
Fourth Edition. Edited by Franx Heywoop, F.C.1I.S. Assisted by up- 
wards of 50 specialists as contributors. In 2 vols., large crown 4to, cloth 
gilt, 1926 pp. 80s, net. 


BUSINESS TERMS, PHRASES, AND ABBREVIATIONS. In crown 8vo, 
cloth, 280 pp. as, 6d. net. Fifth Edition. With equivalents in French, 
German, Spanish, and Italian; and facsimile documents. 





PITMAN’S BUSINESS MAN’S GUIDE. In crown 8vo, cloth, 546 pp. 68. net. 
Ninth Edition, Revised. 


MERCANTILE TERMS AND ABBREVIATIONS. Size 3in. by 4} in., cloth, 
126 pp. 18. 6d. net. Containing over 1,000 terms and 500 abbreviations 
with definitions. 


BUSINESS FORECASTING AND ITS PRACTICAL APPLICATION. By W. 
Wattacz, M.Com. (Lond.), Third Edition. In demy 8vo, cloth gilt, 
148 pp. 7s. 6d. net. 


PRACTICAL BUSINESS FORECASTING. By D. F. Jorpan. Size 6in. by 
9 in., cloth, 270 pp. 16s. net. 


BUSINESS CHARTS. By T. G. Rosz, A.M.I.Mech.E. In demy 8vo, cloth 
gilt, 104 pp. 10s. 6d. net. 


COMMERCIAL ARBITRATIONS. By E. J. Parry, B.Sc, F.LC., F.C.S. 
In crown 8vo, cloth gilt, 105 pp. 8s, 6d. net. 


POLEY’S LAW AND PRACTICE OF THE STOCK EXCHANGE. By R. H. 
CopE HOoLianp, B.A., of the Middle Temple, Barrister-at-Law, and Joun 
N. Werry. In demy 8vo, cloth gilt, 428 pp. és. net. Fifth Edition. 


FINANCIAL ORGANIZATION AND MANAGEMENT, By C. W.GERSTENBERG, 
Professor of Finance at New York Unwerstty. Size 6in. by 9in., cloth 
gilt, 739 pp. 25s. net. 


MONEY MAKING IN STOCKS AND SHARES. By Sypnry A. MosE.ey. 
In demy 8vo, cloth gilt, 252 pp. 7s. 6d. net. Third Edition. 


sal THE STOCK MARKET REALLY WORKS. By W. Coctin Brooks. 
In demy 8vo, cloth gilt, 160 pp. 8s. net. 


MARKETS OF LONDON. By CurHBert MauGuan. In demy 8vo, cloth gilt, 
218 pp. 6s, net. 


THE SMALL INVESTOR’S GUIDE. By Svpney A. MosEtey. In demy 8vo, 
cloth, 160 pp. 68. net. 


THE ROOT PRINCIPLES OF INVESTMENT. By H. Cops Wesst. In demy 
8vo, cloth, 232 pp. 18s, net. 


24 PITMAN’S BUSINESS HANDBOOKS 


TYPES OF BUSINESS ENTERPRISE. By M. C. Cross, LL.B., Ph.D. In 
medium 8vo, cloth gilt, 348 pp. 21s. net. 


HOW TO USE A BANKING ACCOUNT. By C. Bipwe tt. In crown 8vo, 
cloth, 116 pp. 8s. 6d. net. 


DUPLICATING AND COPYING PROCESSES. By W. Dessorovucu, O.B.E. 
In demy 8vo, cloth gilt, 146 pp. 58, net. 


BUSINESS CYCLES. The Problem and its Setting. By W. C. Mitcuett., 
Size 6in. by 9 in., cloth gilt, 511 pp. 30s, net. 


STATISTICAL METHODS. By F. C. Mitts, Associate Professor of Business 
Statistics, Columbia University. In demy 8vo, cloth gilt, 620 pp. 15s. net. 


STATISTICS. By Witt1aAM VERNON LovirtT, Ph.D., Professor of Mathematics, 
Colorado College; and HENRY F. Hortzciaw, Ph.D., Professor of Com- 
merce, University of Kansas. In medium 8vo, cloth gilt, 304 pp. 15s, net. 


BUSINESS STATISTICS, THEIR PREPARATION, COMPILATION, AND 
PRESENTATION. By R. W. Hotianp, O.B.E., M.A., M.Sc., LL.D. 
Third Edition. In crown 8vo, cloth, 108 pp. 38s. 6d. net. 


STATISTICS AND THEIR APPLICATION TO COMMERCE. By A. L. 
BoppINGTon, Fellow of the Royal Statistical and Economic Socteties. 
Fifth Edition. In medium 8vo, cloth gilt, 340 pp. 12s, 6d. net. 


A MANUAL OF CHARTING, Size 6 in. by 9 in., cloth gilt, 116 pp. 68, net. 


PITMAN’S BOOK OF SYNONYMS AND ANTONYMS. In crown 8vo, cloth, 
140 pp. 2s. 6d. net. 


PITMAN’S OFFICE DESK BOOK. Third Edition. In crown 8vo, 320 pp., 
cloth. 2s. 6d. net. 


MODERN DEBATE PRACTICE. By Watpo O. Wittuort. In crown 8vo, 
cloth, 339 pp. 65s, net. 


REPORT WRITING. By Car_G. Gav, M.E., and Harocp F. GRAVES, M.A. 
In medium 8vo, cloth gilt, 322 pp. 12s, 6d. net. 


THE ESSENTIALS OF PUBLIC SPEAKING. By W.C. Dusois, A.M., LL.B. 
In large crown 8vo, cloth, 276 pp. 8s. 6d. net. 


SPEAKING IN PUBLIC. By Arreicu B. WILiiamson, M.A., Associate 
Professor of Public Speaking, Washington Square College, New York 
Unwersity. In medium 8vo, cloth gilt, 430 pp. 13s. net. 


HOW TO SPEAK IN PUBLIC. By C. F. Carr and F. E. Stevens. Second 
Edition. In crown 8vo, cloth, 128 pp. 3s, 6d. net. 


DICTIONARY OF THE WORLD’S COMMERCIAL PRODUCTS. By J. H. 
VANSTONE, F.R.G.S. With French, German, and Spanish equivalents for 
the names of the products. In demy 8vo, cloth, 170 pp. 5s. net. Third 
Edition. 


RAW MATERIALS OF COMMERCE. Edited by J. H. Vanstone, F.R.G.S. 
In two volumes, demy 4to, cloth gilt, 793 pp. Complete, 40s, net. 
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COMMERCIAL COMMODITIES. By F. W. Matruews, B.Sc., A.LC., F.C.S. 
In demy 8vo, cloth gilt, 326 pp. 12s, 6d. net. 


THE COTTON WORLD. Compiled and Edited by J. A. Topp, M.A., B.L. 
In crown 8vo, cloth, 246 pp. 5s. net. 


FRUIT AND THE FRUIT TRADE. By Forp Farrrorp. In demy 8vo, 
cloth, 162 pp. 6s. net. 


TEA AND TEA DEALING. By F. W. S. Staveacre. In demy 8vo, cloth 
gilt, 150 pp. 7s. 6d. net. 


THE COCOA AND CHOCOLATE INDUSTRY. By A. W. Knapp, M.Sc., F.1.C. 
In demy 8vo, cloth gilt, 200 pp. 7s. 6d. net. Second Edition. 


THE FURNITURE STYLES. By H. E. Brinsteap. Size 94in. by 6} in., 
cloth, 208 pp., illustrated. 10s. 6d. net. Second Edition. 


BUYING AND SELLING A BUSINESS. By A. H. Cosway. In crown 8vo, 
cloth, 110 pp. 8s. 6d. net. 


ah TO COLLECT ACCOUNTS BY LETTER. By C. HANNEFoRD-SMITH, 
C.W.A. In crown 8vo, cloth gilt, 94 pp. 3s. 6d. net. 


LETTER WRITING: A GUIDE TO BUSINESS CORRESPONDENCE. By 
Fi K. Bucknatt, A.C.1.S. (Hons.). In foolscap 8vo, leatherette, 64 pp. 
8. net. 


LETTERS THAT COLLECT. By Joun Wuyrte, Ph.D., and F. R. OTTER, 
A. In medium 8vo, cloth gilt, 435 pp. 15s. net. 


HOW TO GRANT CREDIT. By CutHBerTGREIG, Secretary, London A ssocia- 
tron for Protection of Trade, Ltd. In crown 8vo, cloth, 102 pp. 8s, 6d. net. 


HOW TO APPEAL AGAINST YOUR RATES. By A. STANLEY EAMER, 
F.S.1., Rating Surveyor to the geile asa Borough of Lambeth. In two 
volumes, in crown 8vo, cloth. Vol. I (without the Metropolis), 5s. net. 
Vol. II (within the Metropolis), 3s. 6d. net. 


A HANDBOOK ON WILLS. By A. H. Cosway. In crown 8vo, cloth, 
123 pp. 2s. 6d, net. 


TRADERS’ RAIL CHARGES UP TO DATE. By J. W. Parker, A.M. Inst.T. 
In crown 8vo, cloth, 135 pp. 38s. Gd. net. 


GUIDE TO COUNTY COURT PROCEDURE. Being the Second Edition of 
The Traders’ Guide to County Court Procedure. By F. H. B. CHAPMAN. 
Revised by B. S. Hitts. In crown 8vo, cloth, 104 pp. 2s. 6d. net. 


COMMERCIAL ATLAS OF THE WORLD. In crown 4to, cloth, 140 pp. 


5s. net. 


STATISTICAL ATLAS OF THE WORLD. By J. StePHenson, M.A., M.Com., 
D.Sc. In foolscap folio, cloth, 146 pp. 7s. 6d. net. 


THE CABLE AND WIRELESS COMMUNICATIONS OF THE WORLD. By 
F. J. Brown, C.B., C.B.E., M.A., B.Sc. (Lond.). Second Edition. In 
demy 8vo, cloth gilt, 162 pp. 7s. Gd. net. 


THE FUTURE OF EMPIRE TRADE. By J. E. Ray. With a Foreword by 
The Rt. Hon. L. S. AMERY. In crown 8vo, paper, 128 pp. 2s. net. 
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FOREIGN LANGUAGE DICTIONARIES 


DICTIONARY OF COMMERCIAL CORRESPONDENCE IN SEVEN LAN- 
GUAGES: ENGLISH, FRENCH, GERMAN, SPANISH, ITALIAN, PORTU- 
oe AND RUSSIAN. Thitd Edition. In demy 8vo, cloth, 718 pp. 

8. Gd. net. 


ENGLISH-FRENCH AND FRENCH-ENGLISH DICTIONARY OF BUSINESS 
WORDS AND TERMS, Size 2 in. by 6 in., cloth, rounded corners, 540 pp. 
5s, net. 


FRENCH-ENGLISH AND ENGLISH-FRENCH COMMERCIAL DICTIONARY 
of the Words and Terms used in Commercial Correspondence. By F. W. 
SmitH. Second Edition. In crown 8vo, cloth, 576 pp. 7s. 6d. net. 


GERMAN-ENGLISH AND ENGLISH-GERMAN COMMERCIAL DICTIONARY. 
ic J. Birney, M.A. Second Edition. In crown 8vo, cloth gilt. 992 pp. 
s. net. 


A NEW GERMAN-ENGLISH DICTIONARY FOR GENERAL USE. By 
F.C. Hesert and L. Hirscu. In crown 8vo, cloth gilt, 1769 pp. 15s, net. 


ENGLISH-GERMAN AND GERMAN-ENGLISH DICTIONARY OF BUSINESS 
oo AND TERMS, Size 2 in. by 6 in., rounded corners, 440 pp., cloth. 
8 net 


SPANISH-ENGLISH AND ENGLISH-SPANISH COMMERCIAL DICTIONARY 
of the Words and Terms used in Commercial Correspondence. By G. R. 
MACDONALD. Third Edition. In crown 8vo, cloth gilt. 833 pp. 12s. 6d. net. 


pee ENGR AND ENGLISH-ITALIAN COMMERCIAL DICTIONARY. 
y G. R. Macponacp. In crown 8vo, cloth gilt, 1180 pp. 80s. net. 


BARETTI’S ITALIAN AND ENGLISH DICTIONARY. Compiled by Guc- 
LIELMO CoMELATI and J. DAVENPORT. In two volumes, cloth gilt, Vol. I, 
796 pp.; Vol. II, 752 pp. 25s, net. (Reprinted.) 


PORTUGUESE-ENGLISH AND ENGLISH-PORTUGUESE COMMERCIAL 
ica By F. W. Situ. In crown 8vo, cloth gilt, 486 pp. 
8. net. 


A NEW DICTIONARY OF THE PORTUGUESE AND ENGLISH LANGUAGES. 
‘Based on a manuscript of Julius Cornet. By H. Micnaz tis. In two 
volumes, demy 8vo, cloth gilt. Vol. I, Portuguese-English, 736 pp.; 
Vol. II, English-Portuguese, 742 pp. Each 21s, net. Abridged Edition, 
783 pp. 25s. net. 


TECHNICAL DICTIONARY OF ENGINEERING AND INDUSTRIAL SCIENCE 
IN SEVEN LANGUAGES—ENGLISH, FRENCH, SPANISH, ITALIAN, 
PORTUGUESE, RUSSIAN, AND GERMAN. Compiled by Ernest 
SLATER, M.I.E.E., M.I. Mech. E., in collaboration with leading Authorities, 
complete with index to each language. In five volumes, Each in crown 
4to, buckram gilt, £8 8s, net complete, 
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PITMAN’S 


“ART AND LIFE” 
SERIES 


GENERAL EDITOR: 


WRIGHT WATTS MILLER, B.A. 


LoNDON (First Class Hons.), M.Ep., MANCHESTER 


Late Campbell Clarke Scholar, University College, London, 
Lecturey of the Borough Road College, and to L.C.C. Literary 
Institutes and the Workers’ Educational Association 


A new series of popular introductions to literature, the arts, and 
other subjects of general interest. The volumes are specially 
intended for evening students voluntarily attending the cultural, 
non-vocational classes held by the L.C.C. Literary Institutes, the 
Workers’ Education Association, and the University Extension 
Boards, and for all general readers interested in self-culture. 

NOW READY 


ECONOMICS: THE STUDY OF WEALTH 
By A. L. Gorpon Mackay, M.Litt., M.A., M.Econ. 5s. net. 


BOOKS: AN INTRODUCTION TO READING 
By WRIGHT Watts MILLER, B.A., M.Ed., Manchester. 
ART: AN INTRODUCTION TO APPRECIATION 


By Raymonp Coxon, A.R.C.A., Lecturer at the Chelsea School of 
Art. 


THE FILMS: THE WAY OF THE CINEMA 
By ANDREW BUCHANAN. 
READY SHORTLY 
ARCHITECTURE: A NEW WORLD 


By RaymMonp McGraATH, B.Arch., A.R.I.B.A., Decoration Con- 
sultant to the B.B.C. 


THE PLAYHOUSE: A BOOK OF THE THEATRE 
By D. NuGENntT Monck, Director of the Norwich Players, Madder- 
market Theatre, Norwtch. 


Each in large crown 8vo, cloth, about 200 pp. 5s. net. 


Str Isaac Pitman & SoNs, Ltp., PARKER St., Krncsway, W.C.2 
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COMMON COMMODITIES 
AND INDUSTRIES SERIES 


In each of the handbooks in this series a particular product or industry is 
treated by an expert writer and practical man of business. Beginning with 
the life history of the plant, or other natural product, he follows its develop- 
ment until it becomes a commercial commodity, and so on through the various 
phases of its sale in the market and its purchase by the consumer. Industries 
are treated in a similar manner. 





Each book in crown 8vo, illustrated. 8s. net. 


Asbestos Cotton Spinning Perfumery 
Bookbinding Craft and Drugs in Commerce bili Shad 
Industry, The Dyes Platinum Metals 
Books from the MS. to Engraving Pottery 
the Bookseller Explosives, Modern Rice 
Boot and Shoe Industry Fertilizers Rubber 
Bread Making Fishing Industry, The Salt 
Brush Making Furniture Silk 
Butter and Cheese Furs Soap 
Button Industry, The Gas and Gas Making Sponges 
Carpets Glass Stare 
Clays Glovesand the Glove Stones and Quarries 
Clocks and Watches Trade Sugar 
Cloths and the Cloth Gold Sulphur 
rade Gums and Resins Tea 
Clothing Trades Industry Iron and Steel hic the Telephony, 
Coal Ironfounding and Wireless 
Coal Tar Jute Textile Bleaching 
Coffee Knitted Fabries Timber 
Cold Storage and Ice Lead Tin and the Tin Industry 
Making Leather Tobacco 
Conerete and Reinforced Linen Weaving 
Concrete Locks and Lockmaking Wheat 
eoeree Match Industry Wine and the Wine 
Cordage and Cordage Meat Trade 
Hemp and Fibres Oils Wool 
Corn Trade, The British Paints and Varnishes | Worsted 
Cotton Paper Zine 
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INVALUABLE FOR ALL BUSINESS AND PROFESSIONAL MEN 


The following Catalogues will be sent, post free, on application— 
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